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PROCEEDINGS

CHAIRMAN ANDERSON: Good norning, |adies and gentlenen
and, as well, ny fellow Board nmenbers. | want to wel conme you and
to call to order the first hearing of the California Oversight
Boar d.

I''m Roy Anderson, and |I'm Chairman of the Oversight
Boar d.

Before we begin today's hearing, | would like to
i ntroduce nenbers of the new y-constituted Oversight Board.

First are our two |l egislative nenbers, Assenbl yworman
D ane Martinez, who is not here yet, and Senator Steve Peace.
Senat or Peace could not be with us today, but he is being
represented by his assistant, M. John Rozsa.

The gubernatori al -appoi nted nenbers are M. Archer Pugh,
who's to ny left, and M. Lewis Coleman, to ny right.

| would also like to introduce and wel cone Dr. Phil
Ronero, the Governor's Deputy Cabinet Secretary and Chief
Econom st .

Last, | would like to introduce the Board Staff, M. Gry
Heat h, our Executive Director; M. Eric Saltmarsh, our Lega
Counsel ; and Ms. Sharon Howel |, our Executive Assistant.

| would like to take a nonent to thank the Governor's



Ofice and the California Energy Conm ssioners and their Staff for
providing the facility and | ogistical support for the Board.

As many of you are aware, the Board has no appropriations
and nust rely on, as Tennessee WIlians woul d say, "the kindness
of strangers,” or, in this case, the kindness of a sister agency.

The Oversight Board was established in the historic
electrical utility restructuring |egislation, Assenbly Bill 1890,
and signed into | aw by Governor Pete WIson on Septenber 23rd,
1996.

The Board's statutory nmandate is to:

One, oversee the I ndependent Operator and the Power
Exchange.

Two, to determ ne the conposition, in terns of service,
and appoi nt the nmenbers of the Governing Boards of the |Independent
System Operator and the Power Exchange. And,

Three, to take the necessary steps to ensure the earliest
possi bl e i ncorporation of the Independent System Operator and the
Power Exchange as separately incorporated public benefit,
nonprofit corporations under the California Corporations Code.

For many of you it would be an understatenent that the
formati on of the Independent System Operator and the Power
Exchange CGoverning Boards represents a significant mlestone in
moving California to a conpetitive electricity market.

| believe | can speak for ny fell ow Board Menbers that



we, as Board Menbers, will do everything possible to ensure that
bot h Governing Boards are fornmed as quickly as possible and that
bot h Governing Boards represent all the stakeholders' interests.

To this end, on March 4th the Board issued a public
notice for today's hearing.

The purpose of today's hearing is to adopt procedures as
necessary to conduct the Board's business and to take public
conment on proposals for the conposition and terns of service of
t he governi ng boards of the |Independent System Qperator and the
Power Exchange.

In addition, the interested parties and stakehol ders were
directed to file their proposals for the conposition of the
| ndependent System Qperator and the Power Exchange gover ni ng
boards and the terns of service for the nenbers of those boards.

Further, the parties wi shing to appear before the Board
were directed to file a notice of appearance. To date, the Board
has recei ved approximately 35 filings fromvarious parties and
st akehol ders related to the conposition of the governing boards.

Packets containing those filings are available in the
back of the hearing room Parties and nenbers of the public
wi shing to address the Board today on the conposition and terns of
servi ce of the governing boards should fill out one of the yell ow
cards and hand it to Ms. Howel .

Before we get into the main Agenda, | would |ike to offer



ny fell ow nenbers on the Board, the Oversight Board, an
opportunity for sone renarks.

Assenbl yworman Martinez, would you like to | ead off?

And wel cone to this neeting

ASSEMBLYWOMAN MARTINEZ: Thank you.

CHAIRMAN ANDERSON: You were introduced before.

ASSEMBLYWOMAN MARTINEZ: That's no probl em

First of all, let nme start by saying that what we are
attenpting to undertake here is sonething that is distinctly
California and not necessarily going to be reflective of any other
thing that we've seeing across the country. 1In fact, we're
leading in this area.

Wien the Legislature created the Oversight Board as a
result or as part of 1890 |ast year, we did so knowing that in
order to acconplish electric restructuring we are going to need a
structure where appeals m ght be nmade possible, a structure that
woul d be bal anced and fair, and a structure that would allow the
State to have nore input directly wwth FERC than we had up to this
poi nt .

So we have a nunber of tasks in mnd. W know that
there are deadlines that are comng before us. W're mndful of
t hose deadlines. Sone of those, obviously | don't think, if we're
going to be doing a conscious job and do due diligence here, we're

going to be able to neet. And so | think we're going to have to



t ake those issues up as they cone.

Just know that one of the results of these hearings wll
be that issues that we had possibly not tal ked about in 1890 m ght
be things that could be handled legislatively. And certainly
we' || be keeping an ear toward those issues as they materialize.
And that's basically it.

Thank you. And it's also nice to neet the other
appoi nt ees.

CHAIRMAN ANDERSON: Thank you.

M. Rozsa, representing Senator Peace.

MR. ROZSA: Thank you, M. Anderson.

Senat or Peace sends his regrets that he couldn't be here
in person. He believes that the Oversight Board is probably the
keystone to ensuring reliability for the State in relation to its
role for the Independent System Operator.

He is interested in ensuring that the features of AB
1890 are inplenented as they are witten. And he intends to work
together with this Board to nmake certain that occurs.

CHAIRMAN ANDERSON: M. Archer Pugh.

MR. PUGH: Thank you, M. Chairnman.

All | can say is that it's interesting to get back into
the business again at this point inthis level. | seemto find
nonpayi ng jobs fairly easy.

[ Laught er.]



MR. PUGH: It's going to be a challenge. 1 think we
have sone time |ines ahead. W have sone very interesting
guestions to address. So | hope that in the Board working with
all of you out there, who had sone background in the material wth
the TAC over these years, we can inplenent these matters and
i mpl ement themin an expeditions manner. And | think we can get
forward with that today, hopefully, and proceed on a rapid pace to
get these matters inplenented, and get the thing working, and do
it fairly.

CHAIRMAN ANDERSON: M. Lewi s Col eman.

MR. COLEMAN: Thank you, M. Chairnman.

| have no remarks at this tine.

CHAIRMAN ANDERSON: Ckay. Dr. Ronero.

DR. ROMERO: Thank you, M. Chairman.

Again, I'mPhilip Ronmero, representing Governor WI son.
" mnot an appointee to this Board, but have been very involved in
its creation.

| sinply want to say that this is one big step in the
m ddle of a long road. The politicians and policynmakers and their
staff |like nme have helped to create, to nake electricity
restructuring as policy areality and as legislation a reality.

But, as we all know, the challenge cones in taking that
policy and getting it actually inplenmented in terns of the

organi zati ons which do not exist now, which do not exist anywhere



in the country, that need to be created fromscratch, so that
custonmers get the benefits that the politicians have predicted and
that ultimately California can grab a | arger share of export

mar ket s.

You have a very chall enging job ahead of you. And I
just want to convey the Governor's thanks and appreciation for
your wor K.

A former governor once tal ked about "psychic incone" a
lot, and we certainly hope that you get a |lot "psychic inconme" out
of your service, because that's about the only kind we can offer.

CHAIRMAN ANDERSON: At this point | would like to
turn to our Executive Director for his report, M. Gary Heath.

MR. HEATH: Thank you, M. Chairnman, Board Menbers.

Very quick report. W are now at day ten of the
Oversight Board fully functioning as an office and board. |In that
time we have put out two notices, one for today's hearing, of
course, and al so for subsequent hearings to be held by the Board
on the 19th and 27th of this nonth.

The 19th we'll be back here in Sacranmento at the SMJD
Auditorium On the 27th, however, we will be in San Francisco at
the Public Uilities Conm ssion Hearing Room

" m happy to report that the staffing | evels at the
Oversight Board Ofices have not changed. W are still at YE 3,

working there. So we are sonmewhat |ean, but fully functional.



For the Board Menbers you have before you a set of
comments that were submtted by order fromthe Board. They
represent approximately 35 filings. They're in your binders.
Along with that is a specific Agenda for today's hearing.

And at this point, M. Chairman, if we could get into
t he procedural issues for the Board' s consideration, we mght nove
this Agenda along a little bit.

And if it's okay with you, 1'd like to have M.
Sal t marsh, counsel to the Board, begin with ItemNo. 1 on the
procedural issues.

CHAIRMAN ANDERSON: Sur e.

MR. SALTMARSH: I[temNo. 1 is nerely a recommendation
that the Board adopt, by decision, a determnation to use an
informal process for the hearings it conducts.

There is no requirenment in the nature of these hearings
that would dictate a formal hearing structure. A formal hearing
normal Iy being those in which all testinony into the record is
sworn testinony, subject to cross-examnation, and typically
occurs where there is a constitutional due process right
i nplicated, because it's a disciplinary hearing or sonething al ong
t hose | i nes.

For the benefit of the persons in the audi ence, there
was a reference in the second notice to this recommendation that

it would be to have the hearings conducted consistent with a



Gover nment Code section, which was unfortunately typographically
chal | enged. The proper code citation would be 11445.10. But, in
any case, that was presented nerely for anal ogy.

That is a code section that gives Ofice of
Adm ni strative Hearings-bound agencies the option, under
conditions such as this, to use an informal hearing process.

The anal ogy to that section was nerely that, along with
the informal process, in which the presiding officer determnes
basically the flow and the schedul e of the hearings.

| recomrend that the adopted decision of the Board be
anal ogous to that code section and that we start a forma
adm nistrative record, that all materials received in docket to
date be noved into that record along with the transcript of any
heari ngs we have and any material submtted, which will be
docketed by Staff. And that will constitute the record to support
any eventual decision of the Board.

CHAIRMAN ANDERSON: Could I have a notion to adopt
t he suggestion?

MR. PUGH: So nove.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: Wul d you address the next
aut hori zati on?

MR. SALTMARSH: Yes. As | believe the Board Menbers



are aware, the present arrangenent for staff and facilities is, as
to staff, an inter-jurisdictional |oan exchange agreenent that
transfers enpl oyees froma sister state agency to the direction
and control of the Oversight Board, retaining themon the budget
of the donor agency, but putting them for all other purposes, at
the direction of the Board. And, simlarly, a |ease supply
arrangenent for use of a facility and sone necessary equi pnent, et
cetera.

These docunents have been prepared in draft form but
have not been executed because they' ve been awaiting an
aut hori zation fromthe Oversight Board to enter into these. These
woul d continue the staffing and facilities' arrangenments of the
Board wi thout incurring any cost obligation to the Board.

CHAIRMAN ANDERSON: Could | have a notion to that
effect?

MR. PUGH: So nove.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: Eric, the next one?

MR. SALTMARSH: The third itemwoul d be an
aut hori zation fromthe Board for the Interi mExecutive D rector,
M. Heath, to tend to the day-to-day business of the Board,
putting out notices, authorizing necessary travel, et cetera, in

the interimbetween neetings of the Board wi thout requiring



calling a Board neeting to approve those types of routine
day-to-day busi ness matters.

MR. PUGH: So nove.

CHAIRMAN ANDERSON: Moved and - -

MR. COLEMAN: "Il second it.

CHAIRMAN ANDERSON: -- seconded. W've got three
votes on it.

MR. COLEMAN: Yeah, that's right.

CHAIRMAN ANDERSON: Vel |, unani nously adopt ed?

VOICES IN UNISON: Yes.

CHAIRMAN ANDERSON: Ckay. Now to the next item the
Board' s consideration of the conposition and terns of service of
t he menbers of the governing boards of the |Independent System
Qperator and the Power Exchange.

First, we would like to hear fromM. David Freeman. He
was instrunmental in putting this together. |Is M. Freenman here?

Vell, we'll have to go on without him And then when he
cones in, we can hear him whenever he cones in.

There are several people who have signed up for
comments. And that's what we'll nove to next. | understand that
you have submtted coments in witing.

MR. PUGH: Oh, here's David now.

CHAIRMAN ANDERSON: M. Freeman, you're on.

MR. FREEMAN: | guess | arrived just in tine.



CHAIRMAN ANDERSON: It's nice to neet you, M.

Fr eeman.

MR. FREEMAN: Thank you, sir.

CHAIRMAN ANDERSON: And | speak on behal f of the
nmenbers of the Oversight Board. | understand you' ve been

instrumental in putting the framework together, and we're anxi ous
to hear fromyou

MR. FREEMAN: M. Chairman, you're overly generous. |
happen to be the human being that personifies hundreds and
hundreds and hundreds of people that have been working for
probably two years.

| think, as a businessman, you' d appreciate the fact
that never in American history has an industry worked so hard to
break itself apart.

[ Laughter.]

MR. FREEMAN: V¥ have a situation here where we have
the full cooperation of the electric power industry and all of the
st akehol ders. And when you tal k about "all of the stakehol ders”
in electric power, sir, you're tal king about everybody, because --
and it's kind of interesting, when you start thinking of the issue
of conflict of interest of people serving on boards and deal i ng
with electricity, there isn't anyone that doesn't have interest,
but there's no conflict.

The whol e purpose here is to bring the rates down and



inmprove the reliability of service, and let conpetition be a
substitute for that rather inefficient function called

"regul ation” that's been necessary all these years when there was
nonopol y.

As a person who's been in the electric power industry
nost of ny adult life, I think we can be pretty proud of having
cone as far as we have with an Anerican version of regul ated
nmonopol ies. But now we have a better idea here in California, and
it's being inplenented. And the rest of the world is watching.

And | just happen to be fortunate enough to have
inherited a trenendous anount of work. | don't know how to get
across to the Oversight Board the breadth and depth of the effort
that's gone into thinking through the rules, as well as the
har dwar e and sof t war e.

And | think that we are at a point where, while
everybody else is tal king about it, we're doing it. And we have
nmoved the idea, the concept, the vision fromthe dreaners to the
vendors. And that's a fairly serious nove.

Al of the hardware and software to build all of the
equi pnent that's needed to dispatch the power plants, to do the
scheduling, to do the billing, the whole shooting match has now
been thought through and is in the hands of free enterprise
vendors that have incentives to get the job done on tine,

financial incentives, and penalties if they do not.



And so without prolonging this, | think it's fair to
report to you that the hardware and software is progressing with a
very, very tight schedule. W have no roomto spare. But we are,
| think, able to see that we can get a systemup and runni ng.

Now what we have done, sir, is to distinguish between
what's desirable in '98 and '99, and what's absolutely essenti al
January 1, '98, to have a reliable systemthat has the Power
Exchange and the 1SO functioning up and running.

So we've made sone decisions to build, this year, what's
necessary in order to give ourselves a really good chance of
getting it done on tine.

Now what has happened, sir, is that in the absence in
January and February, not only the absence of Oversight Board and
t he governing boards, but the fact that their staffs weren't there
yet, we have done what ny nmandate suggests, and we've taken the
steps necessary to keep the ball rolling.

So we have prepared the thickest filing for FERC ever
known to mankind. It's taller than the tallest person on this
Board. But it does represent, | think, a work product of the
stakehol ders. And that's why I'mgetting a lot of credit for an
awful lot of work that other people are doing. And | am not known
for nodesty. | nean, this is a true statenent.

What we have, | guess the best way to describe it, is a

mni-legislature in the best sense of that word. |In other words,



the Legislature itself set an exanple, | think, by passing AB 1890
unani nously. And we've tried to follow that exanple by all of the
st akehol ders. And it does represent the vast array of everyone in
the State working together to come up with the rules that will, at
least initially until the boards are in place, control

Let nme just give you an exanple of one issue, that is
really very inportant, that we've hamrered out a solution to.

Sure, these utilities are going to turn over their
transm ssion lines to something new called the SO Now there are
busi nessnen here. They're not in the habit of turning their
property over to sonebody else very lightly. And the utilities --
you know, especially sonething that doesn't exist yet and that's
nonprofit.

And so we have worked out an agreenent where they not
only will turn over their lines, but agree that they can't take
t hem back unl ess the federal agencies approve, or the appropriate
state body, whoever has jurisdiction.

But they' ve agreed that if we have congestion on this
hi ghway, in other words, if the nunber of electrons that wants to
go over the transm ssion systemin certain paths exceed the
capacity, that we will expand the system

And they have taken on the solem obligation, sort of in
the blind -- not knowi ng what the rate of return is going to be --

but they have said that we will build whatever the |Independent



System Qperator, with review possibilities, believes is needed,
either for reliability or econony so that in the future, if we get
sone price signals that tell us that we need three |ines of

hi ghway, if | can use that anal ogy, rather than two, that the
third lane will be built.

And then, as a safety valve, in case for some unforeseen
reason they don't do it, the ISOw Il have the authority to go out
and contract with third parties to get the expansion built.

And we will seek fromthe Legislature a limted power of
em nent domain so that if sonme third party needs em nent donain,
in order to build, we hope we can get it.

W do not want to confer a now nonopoly right, in the
nane of conpetition, to the utilities to build the lines, no
matter how they cost or whatever.

So the point I"msaying is an issue as difficult and
fundanental as that has been worked out. This filing will be nade
in the nanme of the State of California and on behalf of all of the
menbers of the advisory commttees. And we will neet the deadline
of March 31st. And we will be advocating neasures that reflect
the aws of the State of California.

| do have a suggestion, if | may. Now concl uding ny
report of what we've done, and noving into what this body has
before it, you have the awesone task of namng the initia

governors to these governi ng boards.



And if this is the appropriate tinme to get into that, |
woul d think that there's going to be two distinct periods in the
life of these governing boards.

One is the year 1997 where we are still building the
infrastructure and not making any noney at all. They have no
revenues in 1997. They're dependent on the trust. And we will be
very quick to grant their request for funds for start-up. But
it's a different proposition before you get in business than it
will be after they're in business.

And | guess what | was thinking of, as |I've thought
about this, is that we have the people that have been serving on
the technical advisory commttees that are very, very
know edgeabl e, not just about the hardware and software. But we
have been doing sonme initial work thinking through the human
resource needs that the 1SO and the PX will require, as well as
the filing before FERC

And | would like to suggest that you invite the various
interest groups, in a very short period of tinme, to nomnate for
you the classes -- within their respective classes -- hunman
bei ngs, who in nost cases, | suspect, wll be the human bei ngs
t hat have served up to now and who are know edgeabl e about the
filings, who have actually hamered out the conprom ses and are
knowl edgeabl e about the human resource needs.

And | woul d suggest that the term initial term end at



the end of year 1997. That does not nean that some of these
peopl e you m ght decide to reappoint. But that woul d give you an
opportunity to have a core group. The boards, of course, wll be
| arger than the advisory conmttee. But it would give you a core
group of people famliar with what's going on in 1997. You can

| ook them over and then have sonme of them either reappointed or
new peopl e at the begi nning of 1998.

ASSEMBLYWOMAN MARTINEZ: May | ask question?

CHAIRMAN ANDERSON: Yes.

ASSEMBLYWOMAN MARTINEZ: | s the proposal that the
original core group be self-nomnated fromthe various cl asses?

MR. FREEMAN: Yes. | perhaps should have -- I'm
assum ng that that's well known, and that was ny error. | should
have descri bed that.

The process that the advisory conmttees have put
together in the Bylaws that we propose that you adopt really --
and I'madding this suggestion to it -- would involve two keys to
open the door, in a sense, that you would ask the cl asses to have
alittle election and nom nate sonebody. And then it woul d be up
to the Oversight Board to decide whether to accept that nom nee or
not .

ASSEMBLYWOMAN MARTINEZ: Then is it your opinion
that we have adequately defined the classes so that we know who

ought to be doing the nom nating?



MR. FREEMAN: W have -- and here again | skipped over
an essential elenment of what | need to say -- the advisory
conmttees, over a long period of tinme, have hammered the
conprom se that defines the classes rather precise.

It says that there should be three representatives from
the investor-owned utilities, X nunber of representatives fromthe
muni ci pal -owned utilities, X people fromthe marketing folks.

So we have a rather detail ed conposition of the Board's
proposal that has been agreed to as a conpromise by all of the
st akehol ders, which we reconmmend to you to adopt as the
conposition. That would define the classes sufficiently to have
or to suggest to themthat in their own way they nomnate to you
soneone, say, wthin a week.

ASSEMBLYWOMAN MARTINEZ: Vel l, wouldn't one of the
st akehol ders be the Legislature?

MR. FREEMAN: Vell, | think that certainly could be
the case. And | think the definition of nonmarket participants
who woul d perhaps include nenbers of the Legislature.

ASSEMBLYWOMAN MARTINEZ: Whet her we are actually
represented or not, it really isn't the point. | think that if
you represent that all the stakehol ders have agreed to your
proposal that one of the entities that ought to be agreed in the
proposal ought to be the Legislature. And as far as | know we

haven't done that.



MR. FREEMAN: Vel |, the Legislature makes the | aw
mean, you're the high and m ghty power that we observe. The
Legi sl ature has passed AB 1890, which is our Bible, and which is
what we are adhering to.

ASSEMBLYWOMAN MARTINEZ: | guess the concern | have
is that there, since we past 1890, there have been various and
sundry interpretations of it, some of which don't sound anything
i ke what we di scussed when we crafted 1890. So |I'mjust
wondering whether or not it would be appropriate as --

UNIDENTIFIED VOICE: | can't hear you.

ASSEMBLYWOMAN MARTINEZ: "' mjust wondering whet her
or not it mght not be appropriate as we go forward for you to, as
you believe you were interpreting what we wote, check back with
us, find out whether or not we concur.

MR. FREEMAN: W have appeared at every Oversi ght
Hearing that's been called and been responsive to every phone cal
t hat we've received.

The statute, | think, is an excellent statute and speaks
rather clearly. And we're trying to be very, very observant of
it. | think, when we use the term "stakehol der," we're talking
about, | think, ordinarily, the various consuner and marketing and
utility groups.

The Legislature is on a plane above all that. It's nuch

nmore than a stakeholder; it's the boss. But it speaks, frankly,



t hrough | egi sl ati on.

ASSEMBLYWOMAN MARTINEZ: Vell, | think it's our
opi nion generally that we should not have to rel egi sl ate sonething
that we thought was clear, although you represent that you think
it is clear.

And | guess | would agree with you that a nunber of
parties think it's clear and yet they don't agree as to what it
says.

So | think, you know, | guess |I could wite |egislation
all day and all night. | don't want to do that. |If there's a way
that we can get sonme kind of feeling ahead of tinme that there is
sone concurrence, | think it would save a lot of nuss and fuss.

But that's basically it. | just, you know, when you represented

MR. FREEMAN: Yeah. Well, Madam Chairman [sic], we're
very observant of the law. And as far as | know there's nothing
anbi guous about the hardware and software that we're pursuing, or
about the need to nake the file and get FERC, or about --

ASSEMBLYWOMAN MARTINEZ: M ght | ask you a short
sinple, different question -- and | pretty nuch understand where
you're going with this.

Wien you tal ked about the need for -- that we m ght have
to expand infrastructure, or expand capacity -- that that need

m ght eventually cone, you also nentioned that in your filing, if



| ' m understandi ng you properly, that it was your intention to
recommend that the traditional nonopoly utilities be the first
af forded the possibility of bidding that or providing that
service; is that right?

And | was just wondering if that was, in fact, accurate,
why -- and you said the fallback position, if they didn't do that,
woul d be go out and bid it. | was just wondering why we woul dn't
automatically go out and bid it in any conpetitive arena?

MR. FREEMAN: Vel |, for one reason is nost of the
expansions will be on the rights-of-way that exist. And with
lines that the 10QUs own and that they have the people that
maintain them And they have the right of em nent domain.

The Legislature, inits wisdom has not yet conferred
the right of emnent domain on anyone else. And if you've been in
this business, like I have nost of your life, you knowit's hard
enough to acquire right-of-way and build a transm ssion |ine even
with the right of emnent domain --

ASSEMBLYWOMAN MARTINEZ: But you did suggest --

MR. FREEMAN: -- if I mght finish ny answer?

ASSEMBLYWOMAN MARTINEZ: Thank you.

MR. FREEMAN: But without it, it's a very, very
difficult thing. That's why one of the recommendations is that
perhaps in the future you mght want to confer that.

In the interim we want to get those lines built. W!'re



not just witing a treatise. W're about to nove into a
conpetitive era. And we have a systemof pricing that will give a
price signal if there's congestion.

And the response to that has got to be to relieve the
congestion, and so that the rates will come down, and not keep
t hat congestion in pricing.

And this was, as | infornmed everyone, a conprom se. No
one on the conmttee suggested a possibility of |eaving the people
out who had built all the lines, who own all the lines, that were
turning their lines over to us, and who have the expertise in
doing this.

ASSEMBLYWOMAN MARTINEZ: | don't understand that. |
guess what | would Iike to know, you had nentioned that the
Legi sl ature woul d possibly | ook at a further point about changing
em nent domain so that there could be other parties who m ght put
in and expand the existing infrastructure.

|'"mjust wondering if it's your opinion then that, maybe
instead of waiting until we hit that capacity and we have t hat
need and there's a lag tinme for that to be filled, that maybe we
ought to lead with |egislation now before the need devel ops t hat
woul d nmake that em nent domain a possibility for any other third
party.

MR. FREEMAN: W were just drafting our -

MR. PUGH: Wl |, excuse ne, M. Chairnman. My I



interrupt a mnute?

CHAIRMAN ANDERSON: Yes.

MR. PUGH: | think we're getting off the topic as to
what we're doing here now. Those are issues to be undertaken when
we deal with the filing, which is the 1SO and the PX s
obligations, not our obligation. And nothing we really here have
a say in.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: Those are issues that will be in the FERC
filing. The FERC filing will have to be approved by the |ISO and
the PX to go out and so approve it. W don't approve it.

ASSEMBLYWOMAN MARTINEZ: The only reason, M.
Archer, [sic] that | think that we m ght be concerned about it is,
because there's a possibility that we will also do a separate
filing. And so it's -

MR. PUGH: Wio's "we"?

ASSEMBLYWOMAN MARTINEZ: That this body m ght al so
do a separate filing before FERC is a possibility.

MR. FREEMAN: | certainly hope not. | nean quite
frankly, you know, we're trying to present a united point of view
The strength of the filing is that we have the nonl egislative
st akehol ders, to describe it nore accurately, together.

And the strength of our position, in Washington, is that

this filing, which has been | aboriously worked out over a |ong



period of time, reflects the conbined judgnment of the peopl e that
are going to participate in the nmarketplace. They' re going to pay
the bill.

MR. PUGH: Vell, | would just add to this point that
it, you know, was not ny understanding in legislation or in the
di scussi ons regarding ny appointnent that I'd be in a position
where we woul d be doing FERC filings as the Oversight Board. 1've
been involved in sone of those in the past, and | didn't vol unteer
for that job. Sorry.

MR. FREEMAN: Certainly not at the pay you're getting.

MR. PUGH: Yes, right.

CHAIRMAN ANDERSON: | think that if there's any
gquestions with the filings that has to be ironed out before they
go in.

MR. FREEMAN: And we wouldn't --

ASSEMBLYWOMAN MARTINEZ: Vell, the problemis |
guess the timng right nowis that this first filing is due by the
31st.

CHAIRMAN ANDERSON: Yes, yes.

ASSEMBLYWOMAN MARTINEZ: And, you know, we are, in
fact, the Oversight Board. And | believe it was our intent in the
| egislation that the Oversight Board would, in fact, have an
opi nion that they would register at FERC. And that would, for the

nmost part, represent the State's opinion



That's one of the reasons why that the Legi slature, when
we created this Oversight Board, included nenbers fromthe
Legi slature, specifically nyself and M. Peace bei ng appoi nt ed,
was because we knew what our intent was, that that was not
descri bed or disclosed fully.

You know, | can't talk to you. This matter -- this
whol e thing cane about rather haphazardly and qui ckly because of
time constraints.

But | don't think we ought to rule out the possibility
that this Board will weigh in with FERC and that we m ght end up
as a Board, having different opinions than those of other State
agencies. If the issue is a united front, | don't know t hat
they're going to be able to acconplish that unless there's a
buy-in fromall of the different factions, including the
Legislature itself.

MR. PUGH: Are we adequately staffed, or will we be
adequately staffed and funded to prepare a FERC filing comment ?

ASSEMBLYWOMAN MARTINEZ: At this point | believe
that we could file something with FERC on the 31st. And | woul d
hope that what we did file on the 31st woul d be sonethi ng that
would tell themthat, you know, having just recently been
appoi nted and attenpting to do our job properly, that they would
wait for our conmments within a 45-day period of their deadline.

And | think we ought to create that as a possibility,



but not necessarily limt ourselves.

In terns of the budget and the staffing, | think that
even with the three whol e people we have right now, | think
they're capable, and I think we can do that.

But if, in fact, this body thinks it needs additi onal
staffing, | believe that we're in the -- we're starting to put
t oget her our State budget process and that sonething that we could
certainly legislate is we could create a budget for this. If we,
in fact, need to do that | think it would be worthwhile to do so.

MR. PUGH: Vell, are you talking in relation then to a
limted filing that's only going to address certain specific
i ssues and not the overall issues that need to be addressed in the
FERC filing that goes in the 31st that's necessary to put al
these in place? You' re taking sone pieces of that and trying to
addr ess thenf

ASSEMBLYWOMAN MARTINEZ: Yes.

MR. FREEMAN: Ms. Martinez, | would just gently
suggest that all the hard work of the constituents of the
Legislature that has gone into putting together what we proposed
be reviewed by your staff to find out whether or not you have any
di sagreenent. W have been working maghtily, in open session week
after week, for nonths.

And the strength of the filing is not just in the

results of our work but the unanimty that we have painstakingly



achi eved with people who hardly ever did anything but fuss with
each other in the past, nanely, the municipal utilities, and the
industrial utilities, the environnmental folks, TURN, the
agricultural interest. W have everybody there.

And this process, | think as a Legislature you'd
appreci ate, has been a beautiful process. And |I would hope that
it woul d be given sonme respect by your staff and yourself. And
then after you have gone over it, perhaps we could talk.

ASSEMBLYWOMAN MARTINEZ: Vll, | appreciate your
gentl eness in those coments. But we al so have been through the
simlar process. As you know, when we did 1890, it was done in a
very public manner. It was televised. And when we did that al
of the sane parties that you alluded to were participating as
wel | .

So we know your task and we respect your work, but
people mght conme to different conclusions. And | think that,
when | renenber us designing 1890 and designing the Oversight
Board, we were | ooking into the future.

And in that future plan we were aware that there was
federal legislation that was being crafted where the Oversight
Board woul d be, probably in terns of ranking its opinion, on a bit
of a higher level. Soit's --

MR. FREEMAN: Vll, if I could just nake one nore

comment w thout overstating what | did. W're trying to win at



FERC, trying real hard to wn.

And FERC now has an interimopinion that questions what
the role of the Oversight Board should be. They have directed
that the representatives of the 1SO and PX file on certain
nmatters.

| am going to advocate in the filing a very broad and
continuing role for the Oversight Board. And I'm happy to share
ny argunents. | think that actually FERC overl ooked sone
argunents in its initial decision.

ASSEMBLYWOMAN MARTINEZ: Right. W do understand.

MR. FREEMAN: But | think it would be a strategic
m st ake for the Oversight Board to nove into this filing when FERC
has asked that the filing cone fromthe ISO and the PX and where
we're trying to persuade FERC that this Board has a extrenely
important permanent role to play. As a lawer, |I'mjust pleading
with you to help us let us wn our case.

ASSEMBLYWOMAN MARTINEZ: Maybe it's just an issue of
sequenci ng. The |1SO has not been fornmally established yet in
terns of the nmenbership and so forth. And there's a good
possibility that won't happen prior to the 31st. W want to --

MR. FREEMAN: And if | mght say so, and |'mtrying to
make sone suggestions that will facilitate your being able to do
that --

ASSEMBLYWOMAN MARTINEZ: Vell, if | mght just



finish, and that m ght help you understand where I'mgoing with
it.

What | want to do is create the possibility that the | SO
m ght, in fact, have a different opinion. They may not. But
i nasmuch as that 1SOis going to be an inportant entity, then we
ought to open the door and create the possibility that they m ght,
in fact, once they' re appointed, do a filing.

Now | understand FERC s tenperanment with regard to the
Oversight Board itself, and I'maware of their comments. But |
al so understand at the sanme tinme that was probably well before
| egislation started being crafted out of Arkansas that it seenmed
to be telling FERC they have a different -- that the Legi sl ature

MR. FREEMAN: VW're going to do better than Arkansas

ASSEMBLYWOMAN MARTINEZ: That mght be. Well, I'm
just telling you that it |ooks |ike a credible piece of
legislation will be com ng out of Arkansas that's going to confer
consi derabl e powers on the | SO

And so we don't want to necessarily, you know, bind
their hands at this point, which is creating possibilities for
them They may well bol ster your argunents in front of FERC.  But
we need to have that possibility out there.

And if they don't, then you still have the possibility

of working closely with the ISO | would just not want this body



to think or to represent that the only possibility will be the

trust ees.

MR. FREEMAN: | think we're all together on this

ASSEMBLYWOMAN MARTINEZ: G eat. Thank you.

MR. FREEMAN: And if your staff could cone by and sit
down and talk with us, | think we can alleviate any concerns you
have.

ASSEMBLYWOMAN MARTINEZ: Thank you.

MR. COLEMAN: Excuse nme, M. Freeman. Can | ask you
just one question for ny own edification?

Can the 1SO and the Power Exchange file the initia
filings wwth FERC by the 31st w thout having a board appoi nted?

MR. FREEMAN: As a trustee for those two agencies, |
intend to file on their behalf, if they're not appointed. W have
to make a reply filing on May 15th. And | have every reason to
bel i eve that the boards will be in place before May 15th, at which
time they will have every right to nodify or ratify what we've
filed and make the reply filing on May 15t h.

So | think that, while technically the boards nmay not be
formal |y appointed before the 31st of March, that as a practi cal
matter it doesn't nake any difference.

| mght also say that | hope that if you follow the
approach of letting the various classes select and then you ratify

the selections or turn them down, as the case may be, that there



will be a critical mass of people on these two boards initially

t hat have done the work with nme of putting the filing together, so
that there is every reason to believe that what they' ve deci ded,
as TAC nenbers, will be acceptable to them as governors.

MR. COLEMAN: But you believe at this point we can
make the March 31st filings w thout action fromthe Oversight
Boar d?

MR. FREEMAN: Yes, sSir.

MR. COLEMAN: And that it would be nore preferable to
nodi fy those filings by May with a board intact?

MR. FREEMAN: Yes, if nodification is necessary. |
guess we're -- | guess you' d call us arrogant enough to believe
that the work that we've done will neet the approval of the
boards, but they could change it. They'll have every opportunity
torevise it intheir reply filing.

The procedure is we file March 31st. Oher parties have
30 days to file. And then we have a chance to reply to those
filings. And so | have every confidence that this Board will nane
t he governors before May 15th. And so that will cure any concern
t hat anyone has.

MR. COLEMAN: And your current suggestion that we nane
t he exi sting Technical Advisory Conmttee nenbers is a
reconmendati on that both we accept your recommendations as to the

various categories or classes of representatives on the board and



| ook very closely at those people who have al ready been invol ved?

MR. FREEMAN: Yes, sir. | didn't go quite so far as
to say that you should nanme those individuals. | think that there
ought to be an opportunity for the classes to reassess whet her
they want the person and, of course, the government agencies to
reassess.

But giving thema very short period of tine to say their
exi sting representative shouldn't continue for the rest of the
year or not would give you that. And then | respect this Board's
right to either accept or reject those nanes.

And then you have additional places to fill because our
proposal for conposition suggests a |arger board than the advisory
committees are at present.

DR. ROMERO: M. Chairman, --

CHAIRMAN ANDERSON: What you' re suggesting is that
the current nenbers of the advisory conmttee be a tenporary board

MR. FREEMAN: Yes, sir.

CHAIRMAN ANDERSON: -- togive us tine to fully flush
out the Board. How many people would there be on the I SO and t he
PX?

MR. FREEMAN: There are 14, as | recall.

CHAIRMAN ANDERSON: Fourteen?

MR. FREEMAN: Fourteen. There would be a majority.



And perhaps the classes woul d want to nane soneone ot her
than those that are serving. But | think the idea of going ahead
essentially with people that are experienced during this 1997
peri od has sone nerit.

CHAIRMAN ANDERSON: Dr. Ronero?

DR. ROMERO: Thank you, M. Chairnan.

A followup, David, on this notion that you would file
March 31st and that this appointed Board would fill My 15. You
have good rel ati onshi ps with several of the FERC Conm ssi oners.

Can you just characterize -- | think the Board ought to
hear your appraisal of how you think FERC -- how receptive FERC
woul d be to that approach.

MR. PUGH: Could | add to that question, Peter, if I
m ght a m nute.

DR. ROMERO: Yes.

MR. PUGH: And you're satisfied, M. Freenman, that the
jurisdictional question of who nmade the filing is not going to
make a difference when we have a new organi zati on, a new
corporation with a new board that cones onboard after the FERC
filing has been done by you as a trustee?

MR. FREEMAN: I"mquite confident. The FERC
organi zation at the top is aware that California is the seventh
| argest econony on earth. They are aware that we are putting

literally mllions of dollars into -- many mllions of dollars



into hardware and software that's prem sed upon the designs that
we have incorporated in the filing.

They have approved a prelimnary filing that has been
made by the investor-owned utilities. 1In that filing they sinply
said that they would |ike certain portions of the final filing to
be made i ndependent of the I QUs on behalf of the | SO and PX

They are aware that we have enpl oyed the nost able
counsel on this earth to do this filing for us and that we are
going to provide themwth the nost extensive anal ysis and
under st andi ng and details of how to nove from nonopoly to
conpetition.

This is not an easy task, and it's not a small task.
This filing will be essentially nearly 1,000 pages of technical
details describing how all these pieces can fit together.

We have to prove to FERC that there is sufficient
conpetition to replace cost-base regulation. W have to prove
that we've set up independent | SCs and Power Exchanges. And we
have a nassi ve effort underway.

| obviously cannot have any personal conversations with
the FERC Conmi ssioners at this tinme, because they have ex-parte
rules. But they are anxiously awaiting our filing. And there's
no question that, as the trustee for the SO and the PX, that | am
qui te capabl e of making the filing.

But the beauty of it is that we have a chance to file a



reply filing on May 15. And these boards, if they have a
different viewthan what's in the filing, will be capable of
revising it and so stating.

FERC itself will not seriously consider this materia
until everyone's had a chance to speak and we reply, which wll
take until May 15th. So | think that we are in good shape.

" mproud of the fact, quite frankly, that we didn't sit
back and | et a vacuumoccur. But with the encouragenent of the
Public Wilities Comm ssion and Dr. Ronero, we have noved to make
sure that we are filing, not only tinmely, but adequately.

ASSEMBLYWOMAN MARTINEZ: Gentlenmen, 1'd like to
suggest that we are just a little out of sync, and maybe | can
clear it up alittle bit.

It wasn't ny intent, and nor did I, when | nade those
coments, that we should file a filing that was necessarily in
conflict with what the trustee was doi ng.

The issue is that since FERC had asked for the SO to
file and the 1SOis not yet forned that the 1SO still ought to
have an opportunity to weigh in. And the filing that we ought to
make before the FERCis to | et them know where we are in that
process and to | eave the door open for allowing the 1SO when it
is created, to make the filing the FERC originally requested.

So it's not necessarily to be in conflict with your work

at all. It is neant because the legislation, as | nentioned in



Arkansas, is |ooking at the significance of the weight of what the
| SO does to nake sure that California' s |1 SO has an opportunity to
wei gh in.

Does that clarify it?

MR. FREEMAN: | agree that you're trying to be
hel pful. And all | pray is that we |l et the | earned counsel, that
we' re paying |large suns of noney per hour, to advise us on just
how t his Oversight Board m ght be the nost persuasive before the
FERC. And | think you have a good point.

It could be that a letter fromthis Board or a statenent
of some kind would be very, very helpful. And if we could work
with you and your staff and counsel that's representing us, |
think we can work this out.

ASSEMBLYWOMAN MARTINEZ: | guess | would |like that
done nore in conjunction with the Oversight Board than nyself as
an individual. And so if you all agree that that's sonething that
we ought to pursue in order to nake the FERC deadline and all ow
the 1SO an opportunity to finally weigh in, then it sounds like it
woul d work wel | .

MR. PUGH: I think that there's no question that that
needs to be done if, in fact, the trustee is going to be filing
the FERC filing on behalf of an entity that's going to be created
thereafter, that sonething has to be adhered to so that entity can

have its right to speak to that filing, as well as direction from



us, because basically what's occurring, as | gather fromthe
material, that filing will include the proposed formations of the
cat egori es, the nunber of board nenbers and the data in the Byl aws
with regard to how each entity is to be sel ected.

MR. FREEMAN: But it will certainly follow any actions
that you take today.

MR. PUGH: No. But | nean those | gather are in the
FERC filing?

MR. FREEMAN: Yes, sSir

MR. PUGH: Al right. And so they would be filed
before we may even have an opportunity to accept those as being
the categories that we desire to have or the conposition and the
met hodol ogy of how they're sel ected.

MR. FREEMAN: They will --

MR. PUGH: That could occur, is all | was saying.

MR. FREEMAN: They will obviously reflect any actions
you take today and any gui dance we get and recogni ze that this
filing is sinply the suggestion of a group of people. And FERC
w || deci de.

MR. PUGH: Vell, I"mjust concerned that we nmake --
that we don't get ourselves in the position where we're naking
conjunctive filings that don't quite jibe and don't quite agree.

MR. FREEMAN: That's right.

MR. PUGH: And that we end at FERC with California



entities arguing anong thensel ves --

CHAIRMAN ANDERSON: Ri ght.

MR. PUGH: -- howthe filing ought to be. And so
that's why I'msaying | want to nmake sure what's in that filing so
we have sone idea. If we really want to say between now and the
31st that no, | don't think that's the way we ought to go, let's
take a look at this sonething differently before we get it filed.

MR. FREEMAN: But we would -- we would --

MR. PUGH: | hope we don't do that, but | just want to
make sure that door is open.

MR. FREEMAN: VW woul d wel cone any ki nd of cooperation
of that kind, and | agree with you conpletely. Qur strength is to
have California be together before FERC

CHAIRMAN ANDERSON: Vell, | was under the inpression
that we had to file the board nmake-up with the filing on March
31st.

MR. FREEMAN: Yes, sir. And, of course, if you take
an action, that's what we'll file.

CHAIRMAN ANDERSON: Yes. And you're suggesting that
the tenporary board concept, through the end of the year, and that
woul d give us tine to really examne a total board, additiona
menbers on the board, before the end of the year.

MR. FREEMAN: Yes, sir. And if you decide to do that,

that's exactly what we'll say in the filing.



ASSEMBLYWOMAN MARTINEZ: | woul d di scourage the
conmttee fromdoing that. | think that, while we m ght need an
interimboard, in part that will depend on whether or not FERC
accepts our pleading that we ought to be allowed tine to do a good

job of this and that, you know, we're well on our way.

| think if we nmake our representation to FERC that this
is where we are, this is what we've done, this is where we're
goi ng, given those deadlines, they can deal with that to the

extent that we need to put in a tenporary board.

However, | woul d suggest that it be |limted sonewhere
under 90 days. | think that will be in sync with other FERC
filings that are being required. It will give us a deadline to

hit.

But, in addition to that, there is sone concern that the
tenporary board nmay be wei ghted, the representation on that
tenporary board may be weighted in one direction or another and
not truly bal anced.

And if they are there in the early days of the
formation, then that coul d change outcones forever in terns of the
overall board. | don't think that ought to happen.

| think what ought to happen is, if we agree that it's
tenporary, that the tenporary be sonmewhat under 90 days and that
it be in sone tine |like maybe the | awers can share with us that

coincides with, you know, FERC s requirenents. There mght be a



nore logical tinme line.

O herwise, a year is arbitrary at best and unfortunately
it creates a possibility that outcones will be determ ned by a
board that's not as well bal anced as the |egislation intended.

CHAIRMAN ANDERSON: All right. Wll, the --

MR. FREEMAN: M. Chairman, let nme be sure that ny
suggestion i s understood. W have a proposal, hamrered out at
great length, for a permanent solution to the conposition of the
board. And there's nothing -- we're not -- our proposal, there's
not hing tenporary about that. That's a very delicate bal ance
that's been worked out. And --

CHAIRMAN ANDERSON: Yes, we've seen that. W' ve seen
t hat .

MR. FREEMAN: And the only tenporary aspect of this is
that -- and it's just a suggestion -- that it mght nmake sense to
appoint initially people for a short term because the workload in
1997 is a sort of a construction. Cetting it started, the
wor kl oad - -

CHAIRMAN ANDERSON: Maybe 60 to 90 days, as the
Assenbl ywoman suggests?

MR. PUGH: Vell, I"'mnot sure we're there. |If the
filing goes in without a board and we have the tine then to put
the board together, there's really not a great need for that.

My thought earlier on the tenporary board, M. Freeman,



was that we had to have a board to approve to the filing to go.

If we don't have to have a board to approve the filing, the filing
can be nade right away, we have tine to put the board together in
a tinely manner for the permanent board and let it run through,
and not have to do this interim You' re in today, you re out
tonmorrow, and a new guy takes-the-chair-over routine.

MR. FREEMAN: And t hat whatever the Oversight Board
deci des, the thought was that having sone of these fol ks that have
westled with these problens on that board woul dn't be a bad idea.

MR. PUGH: M/ guess is you're going to have them
anyway, M. Freeman. |If you just take a | ook at the conposition
you' re requesting and how many bodies are there and who's going to
nomnate them | nean it's -- there are not going to be many
heads changed, | don't think.

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: | have anot her question for --

CHAIRMAN ANDERSON: Yes.

MR. COLEMAN: -- M. Freeman. This is a slight change
in the subject. But | understand that the Bylaws are not going to
be nmade available to this Board.

MR. PUGH: W have themright here.

MR. FREEMAN: Your staff has them avail abl e.

MR. PUGH: They're in your black binder there.

MR. COLEMAN: W just received them Thank you.



MR. FREEMAN: Better |ate than never.

MR. COLEMAN: No, | nmean | understand sone of the
concerns. It just struck ne as being a little odd that we had to
pi ck players when we didn't know what rules they were going to be

oper ating under.

MR. FREEMAN: | think that matter has been resol ved.

MR. COLEMAN: Ckay. Thank you.

CHAIRMAN ANDERSON: Thank you, M. Freeman.

MR. FREEMAN: Vel l, thank you, sir.

CHAIRMAN ANDERSON: Thanks for taking the time to
cone in and visit with us.

MR. FREEMAN: It's ny privilege and pl easure.

CHAIRMAN ANDERSON: Thank you.

Let's get on with the public cooment. As | said, | was
begi nning to state before, you have witten filings, | understand.
And if you would strictly sunmarize those filings and keep them
within -- keep your comments within five or ten mnutes, we'd
appreciate it, because we've got -- how many, Sharon, do you have,
beyond the list that | have?

MS. HOWELL.: | don't believe there are any beyond the
list.

CHAIRMAN ANDERSON: Ckay. Al right, fine.

Al right, M. Jan Smutny-Jones. WII| you introduce

yourself and state the organi zation you're representing?



MR. SMUTNY-JONES: | would be happy to, M. Chairman.

M/ nane is Jan Snmutny-Jones. |'mthe Executive D rector
of the Independent Energy Producer's Association. W are an
associ ati on of various independent energy providers. And we
i ncl ude both renewabl es and gas-oil generation, as well as power
mar ket er s.

And | can take nuch less than five mnutes. | wasn't
sure fromthe previous agenda if this was going to be a beauty
contest today or not. Apparently it's not, so |l will just be very
brief and won't twirl a baton or do anything el se.

It is -- we've been working very hard. W have in part
with both the Power Exchange, as well as the | SO Technica
advisory conmttees, as well as we've been working on the WEPEX
steering commttee.

As M. Freeman indicated, there's a |ot of work that has
gone into these things. And we would urge sone continuity at
| east between now and the initial filing. Let's get that done and
show a unified voi ce in Washi ngt on.

| think it is inportant, and | think the way it's
structured now for the permanent boards, governing boards and this
Oversight Board, to provide further information, if necessary, in
the May filings, and that would certainly be appropriate.

And with that, |I'mdone. Thank you.

CHAIRMAN ANDERSON: Thank you very nmuch. He's an



exanpl e of brevity.

M. Gerald Jordan.

MR. JORDAN: Thank you. I'Il try to be as brief as
M. Snmutny-Jones was. W have support --

CHAIRMAN ANDERSON: WIl you state who you represent?

MR. JORDAN: Yes. Jerry Jordan with the California
Muni ci pal Wilities Association.

We support the proposal -- the trustee. |In fact, we
have al ready submtted to you nanmes of nom nees based upon what we
believe to be the new structure. And we can see sone value in
havi ng the Board actual |y endorse the filing on the 31st. But
we're ready to go whether you do it now or whether you do after
the 31st. So we're supportive of either approach.

CHAIRMAN ANDERSON: Thank you, thank you.

M. Florio?

MR. FLORIO: Good norning. M nanme is Mchael Florio.
I|'"mthe Senior Attorney for the UWility Reform Network, which is
an organi zation that has represented residential consuners in
energy-rel ated proceedi ngs before the CPUC for about 25 years.

VW did submt sonme witten comrents which sonehow didn't
find their way into the package. So | think | have just enough
for the nenbers of the Board. | don't think in substance they're
very different fromwhat you' re hearing fromnost of the other

peopl e.



There has been a | ong and tortuous process of comng to
agreenment anong t he stakehol der groups on the conposition of a
board. And that's attached to ny comrents, and | think it's
attached to several other parties, as well.

That structure does have w de support. And behind that
are these draft Bylaws that indicate how each of these groups
woul d pick its nmenbers.

| think there's a lot of nerit in what M. Freeman
suggests that maybe the initial termfor these board nmenbers just
run through the end of the year. Because, after all, we're
proposing this to FERC

And there's always a possibility that in their decision
they may decide they don't |ike that conposition for sonme reason
| mean obvi ously we hope that won't happen, but they do have that
authority. So if everyone's termruns through the end of the
year, it would be easy to nake any changes that FERC advocat es.

| guess ny only comment as a representative of
residential custoners, we have one slot on the | SO board and two
on the PX board. That's not very nuch with the custoner class
that's by far the largest. So we would hope that in selecting the
at-large end-user representatives that the residential class would
get sone consideration there, as well. But we think that the
processes that have been proposed in the draft Bylaws are

reasonable and will get the job done.



Thank you very nuch.

MR. COLEMAN: Could I ask --

CHAIRMAN ANDERSON: Yes.

MR. COLEMAN: Excuse nme. One quick question here.

What you're saying is that it's okay if we go along with
t he suggestion, but if we decide to change our m nds then we ought
to add nore representation fromthe residential sector?

MR. FLORIO: Yes, or -- yes. There's provision for
several at-large end-user representatives that aren't designated
as being any particul ar class.

And | would think just in the ordinary course of things
one of those would probably be a residential representative. |
don't know that you have to tag it as such. But it would seem
reasonabl e, given the size of the class, that they would get one
of those at-large slots.

MR. COLEMAN: Thank you.

CHAIRMAN ANDERSON: Thank you, M. Florio.

Ms. Susan Mara?

MR. DAY: M. Chairman, if | could, ny nanme is M chael
Day. And | represent the power nmarketers who filed a Notice of
Appear ance before you, including that for Ms. Susan Mara.

And the reason we filed the appearance on behal f of her
and the other nom nees was to provide an opportunity for the

Oversight Board to hear fromthe nom nees fromthe power narketers



if they so chose.

If this isn't the appropriate time, we still do have
sone prelimnary remarks on board conposition that we would |ike
to deliver to you today.

W represent a nunber of power nmarketers, in fact, we
bel i eve the vast mgjority of power marketers who have actively
participated in the whol esale market in California to date and who
are planning to participate on a retail marketing basis, including
CNG Power Services, Coastal Electric Services, Duke Louis Dreyfus,
El ectric Cearing House, ENRON, Illanova Energy Partners, Nationa
Gas and El ectric, New Energy Ventures, Inc., Southern Energy
Tradi ng and Marketing Inc. and ZENERGY

We do not have any dispute at this time with the
conposition of the boards of the PX and the 1SO W recogni ze, as
M. Freeman told you, that's the result of a very delicate
conprom se between the parties. And we say that, know ng that the
power marketers actually have only one seat on the | SO Board and
two on the Power Exchange. And we think that that does have
i nplications, however, for the terns of the nomnees that we'd
like to talk with you about.

VW believe that, aside fromthe investor-owned utilities
who have three seats on the |1 SO Board and the nunicipal utilities
who have four, there's really no other entity who's going to be

actually nore involved in the day-to-day operations of the |ISO



t han the power narketers.

And, in point of fact, we have nuch nore inpact on the
success of direct access, because we will be the ones contacting
custonmers and arrangi ng for direct-access transactions.

And | think we all recognize that direct access is a
fundanmental el enent of the overall programof creating a
conpetitive electric energy market.

As a result, we would Iike to ask that when you | ook at
nom nees for the |1 SO Board and the Power Exchange, on behal f of
the marketers, that you do nomnate themfor terns of at |east two
years.

And we have a slightly different take on this than has
been di scussed previously. W would urge that a nom nee who sits
on the Board throughout the what we mght call the creative period
of 1997 also be allowed to sit on the Board for the first
i nportant year when we actually inplenment the activities of the
| SO, 1998.

VW feel, as marketers, that it would be very inportant
for our representative to have had the continuity of seeing the
devel opnent process go forward in 1997 and participating init,
and then be able to take care of what are obviously going to be
sonme concerns about inplenentation that come up when we actually
turn the swtches 1-1-98 and i npl enent the new system

W think sone continuity there, at |least for our board



representative, is crucial. And that is why we would ask that the
mar ket er seats be set for at |east two years.

And with that, we will conclude our remarks subject to
whet her or not you would |ike to hear fromany of the nom nees
that we have represented, all of whom especially Ms. Mara, who
has participated in a lot of the |SO board di scussions, would be
willing to address if you want to know any nore about their
gual i fications.

CHAIRMAN ANDERSON: Thank you for those comments
Any questions? Thank you.

Charl es MCarthy?

MR. DAY: Yes. M. Chairman, M. MCarthy and M.
Davis were simlarly nomnated by the power narketers, so the sane
applies. Unless you wish to hear about their qualifications, we
can pass.

CHAIRMAN ANDERSON: Ckay.

MR. DAY: Thank you.

CHAIRMAN ANDERSON: M. Mark Davis

MR. PUGH: He's the sane one wth MCart hy.

CHAIRMAN ANDERSON: Ron Nunnal | y?

MR. NUNNALLY: M. Chairman, |I'm Ron Nunnally,

Sout hern California Edi son Conpany.
And |'d just briefly like to say that we al so have

actively participated in the consensus-building process that the



trustee referred to earlier today. And we fully support the
recomendation that he's put forward to you today in terns of the
conposition of the governing board, both for the I1SO and the PX

| don't have any further comment at this point.

CHAIRMAN ANDERSON: Questi ons?

Thank you, M. Nunnally.

MR. NUNNALLY: Thank you.

CHAIRMAN ANDERSON: Ms. Karen Norene MIIs.

MS. MILLS: Yes. Karen MIIs on behalf of the
California Farm Bureau Federation. At the risk of being too
succinct, | could say that we woul d echo what's been said
previously.

And, as ny letter indicated that |I filed with you, we're
in support of the conposition for the governing board that's been
wor ked out anongst the parties and woul d encourage your
consi deration of the process and the self-selection, particularly
by the end users that we're concerned about, in choosing nenbers
for those boards.

Thank you.

CHAIRMAN ANDERSON: Thank you. Any questions?

Ll oyd Harvego, M. Lloyd Harvego. D d | pronounce that
right?

MR. CRUZ: Wll, actually he's ny boss. It's Lloyd

Harvego. M nane is Maury CGruz, M. Chairman. |'m pleased to be



here. |I'mwth the Transm ssion Agency of Northern California.

In the interest of being succinct we, too, would support
t he governi ng board proposal that was described to why you
earlier.

M. John McQuire, who's back in the audience, is our
nom nee for what we call TANC. And | think several of you on the
Board are probably famliar with M. MQiire. W think he would
be an excellent representative for your consideration.

And that concludes ny remarks. Thank you, sir.

CHAIRMAN ANDERSON: Any questions? Thank you. Thank
you very mnuch

M. Keith MCrea. He's not here?

He represents the California Manufacturers Associ ation.
Are there any representatives of the California Manufacturers
Associ ati on?

MS. KEHREIN: | wll.

CHAIRMAN ANDERSON: Ckay.

MS. KEHREIN: M/ nane is Carolyn Kehrein, and I al so
represent the California Manufacturers Association. | think
Keith, |ike many ot her people, had a placehol der in here,
dependi ng on what you are going to discuss.

But to be even nore succinct than Karen MIls, -- Karen
pretty much hit it on the head -- CVA does not at the nonent have

a -- they are on the steering commttee which provides techni cal



advi ce, but not on the trust, which does the financial decisions.
But a | ot of good work has gone on. W' ve had an opportunity to
i nput into the process.

And we'd ask that you honor the conprom se that they've
wor ked out on conposition, and how -- especially like Karen said,
for end users to self-select.

Thank you.

CHAIRMAN ANDERSON: Ckay. Thank you, thank you.

Ms. Dana Appling.

MR. BRAUN: M/ nane is Tony Braun. |'m M. Appling' s
general counsel at the Sacramento Municipal Wility Dstrict.

And, as has been stated earlier, | put a placeholder in
pendi ng the outconme of the Agenda.

SMUD fully supports the board conposition proposal which
was appended for your ease of reference to this CMJA, Notice of
Appear ance and conmments.

And M. Richard Ferrera [phonetic], Assistant Ceneral
Manager, has been put forth for your consideration. And we | ook
forward to noving forth with the process.

Thank you.

CHAIRMAN ANDERSON: Thank you.

M. Janes Feider.

MR. FEIDER: Thank you, M. Chairnman and Board

Menbers. M nane is Janes Feider. |'mthe Regional Manager for



the Western Area Power Administration here in Folsom California.

Western is a federal agency, a power narketing agency, a
di vi sion of the Departnment of Energy. And we have significant
facilities in Northern and Central California. W have
transm ssion assets that include portions of the intertie
facilities to the Pacific Northwest as well as high-voltage
facilities that serve several custoners.

W have a variety of custoners in the State of
California including municipalities, irrigation districts, federa
installations, and so forth.

Western has been participating in the WEPEX process.
And to nmake ny remarks short as possible, we support the proposal
that's been devel oped by the WEPEX process. It provides a
governnental entity class that includes four entities at this
point, in addition to Wstern Area Power Adm nistration, the
California Departnent of Water Resources, the Gty and County of
San Franci sco, as well as the Metropolitan Water District.

Thi s class provides the avenue for Western to join the
board on the ISO, if we should join the ISO And we just want to
i ndi cate our support for that.

Wiile | have this chance, | would like to reinforce the
need that this -- particularly the 1SO Board to reinforce the
reliability aspects as provided in the AB 1890.

W raised a variety of concerns in the Phase 1 filing



regarding your liability. W think the parties have cone a | ong
ways towards satisfying those concerns. W hope that the ultinate
FERC ruling on these filings will allow Wstern to join and be a
full participant in the |ISO

Thank you.

CHAIRMAN ANDERSON: Any questions? Thank you.

M. Gary Ackernman.

MR. ACKERMAN: Thank you, M. Chairman. M nane is
Gary Ackerman. | represent Mock Energy Services. And we are a
di rect-access provider of natural gas and soon electricity in the
State of California on a retail basis.

My comments | will limt to the conposition of the
board. And we support the previous coments you' ve heard and t hat
is having been the sole representative of the class known as the
private seller and buyer, which is another word for power
mar ket er.

And |'ve been serving on that in the Power Exchange. |
wat ched this group work together and run up that hill a coupl e of
times, nore than | think three, to reach a conpromse. And it was
an amazi ng achi evenent to see that this group, once again, was
abl e to cone together and put aside sone differences and cone
together with a conposition, which | think should carry sone
nmerit.

W woul d endorse terns, at least initial terns, of two



years. | would encourage the consideration of M. Freenan's
proposal , whereby in the first year we m ght have a board that's
nore heavily weighed with nmenbers of the trust advisory
conmttees. After all, they bring a |lot of know edge and
experience and working together as a team So | think that has
sone value. And starting on 1-1-98, a two-year termwoul d nmake
sonme sense.

W'l withhold any conments about nom nation and
sel f-sel ection process for another neeting if that's okay.

CHAIRMAN ANDERSON: Any questions? Thank you.

M. Stephen Kashi wada.

MR. WARNER: M/ nane is Mchael Warner. [I'mwth the
California Departnment of Water Resources. Stephen Kashiwada is
Deputy Director with the Departmnent.

The only statenent we nmake is that we support the
trustee's recommendati ons.

CHAIRMAN ANDERSON: Thank you.

M. Lawrence Kl ein.

MS. SOLE: Hello. M nane is Jeanne Sole. | work
with D ane Brunig [phonetic] representing the Gty and County of
San Franci sco. W are a nmenber of the CGovernnental Entities
Boar d.

I"d like to bring your attention to the comments fil ed

by the Governnental Entities on March 6th. And in it we indicate



that we support the WEPEX proposal. And we nomnate M. Bejiu
Patel [phonetic] to represent the Governnmental Entities.

Thank you.

CHAIRMAN ANDERSON: Thank you.

M. Duane Georgeson.

MR. SCHEMPP: M/ nane is Bob Schenpp. I'mwth the
Metropolitan Water District. And Duane wasn't able to be here
t oday.

But we do support the proposal that's before you with
the trustee. W are one of the representatives with the
Governnental Entities.

CHAIRMAN ANDERSON: Al right, thank you.

M. Mchael Day.

MR. DAY: M. Chairman, we already nade our
presentation as part of the power --

CHAIRMAN ANDERSON: Ch, okay, all right.

MR. DAY: -- marketers group.

CHAIRMAN ANDERSON: He was part of that group.

Ckay. Anybody el se want to nake a public coment?

MR. COLEMAN: See if there's anybody in the roomthat

does not support the proposal.
[ Laught er.]
MR. COLEMAN: Just out of curiosity.

MR. PUGH: | want a negative vote.



CHAIRMAN ANDERSON: Yes. M. Freeman suggested that
we entertain an opposition.

Does anybody have a contrary opinion in the audi ence?

[ No response. ]

ASSEMBLYWOMAN MARTINEZ: | guess the only contrary
opi nions that we actually received were those who thought they
ought to have greater representation, including the residenti al
cl ass.

CHAIRMAN ANDERSON: Yes. (Kay.

MR. COLEMAN: Seriously, there's no objection to the
recommendati ons that came from M. Freenman at all?

[ No response. ]

MR. COLEMAN: There's nothing that this group should
know concerning those, other than the fact that it is obviously a

deli cate conprom se, --

MR. PUGH: | think there was --

MR. COLEMAN: -- hard fought, --

MR. PUGH: -- there was too nmuch -

MR. COLEMAN: -- that we put together.

MR. PUGH: -- too much bl ood on the carpet to cone
back here.

MR. COLEMAN: Wll, it's been a pleasure being a

menber of this commttee.

[ Laught er.]



MR. PUGH: Really. Qur job is short-1lived.

MR. DAY: M. Chairman, | do have one question for
clarification.

CHAIRMAN ANDERSON: Yes.

MR. DAY: And this is not by way of opposition to M.
Freeman saying -- this is Mchael Day again for the power
mar ket ers.

As | understood his recomendati on about proceeding wth

the tenporary situation, or at least in the initial phase,
i ncl udi ng nenbers of the TAC on the governing boards, we certainly
can't dispute the fact that there's a |ot of expertise that has to
be considered there. | think he also said that you should respect
sone of the self-selection nomnations of the parties.

But | certainly understood that the recomendati on
that's being put forward to you was to appoint a pernmanent board
along the lines of what's proposed in the Byl aws that have been
drafted by the 1SO and the PX

If there's to be sone sort of a tenporary snaller board,
based on the nunber of parties in the TAC, that's not sonething we
woul d support.

W& woul d support goi ng ahead with sonething that neets
the full-sized board contenplated in the Bylaws. And if M.
Freeman neant that, then we certainly support that.

But | thought for clarification | ought to indicate that



we think the way to go forward is with the full-scal e proposal for
the board as contenplated in the Bylaws for both the PX and the
Power Exchange.

Thank you.

CHAIRMAN ANDERSON: Vel |, we've got various opinions
as to the constitution of that board. How about having a Board
di scussion on that right now M. Col eman?

MR. COLEMAN: It seens to ne that there are a couple
of things that we probably ought to, at |east as a Board, discuss.

One is this issue of self-selection by the various
i nterest groups and whether or not that is the appropriate and
nost efficient way to go about it.

Two, is whether or not the groups do represent
appropriately the stakehol ders.

And | think we al so probably need to | ook, at |east
briefly, some of the governnent's issues to nmake sone
determ nations as to whether or not a board like this could
function. Because clearly there's a tension between adequate
representation of everybody and the ability to nake decisions in a
comercial and a tinely manner.

So sonehow | guess |1'd like to figure out how to have a
brief discussion on that. I1'mnot quite sure howto order it.
I"mclearly pleased to hear that a conprom se has been struck.

Again | do think it's inportant to respect that. And it is ny



understandi ng that the conprom se struck is that the board shoul d
represent the stakeholders in the proportions recommended. That
if we decide to appoint a tenporary board, or a board with a
short-term nmenbership, that we do it within the guidelines of the
representations by the stakehol ders and that generally beyond that
board terns of two years or so are appropriate.

MR. PUGH: That's right.

CHAIRMAN ANDERSON: Yes.

MR. COLEMAN: But | think that's sort of what's on ny

m nd.

CHAIRMAN ANDERSON: Ar cher.

MR. PUGH: My comments are basically I don't see any
pressing need to put in a tenporary board. If the trustee can

proceed with the filing, and that's not going to jeopardize the
FERC jurisdictional questions that | raised, then | don't see we
need a tenporary board. W have tine, and adequate tine, to adopt
a board and adopt the conpositions.

| would like to, having just received the Bylaws this
nor ni ng, not having had a chance to review how they cane up with
their criteria, the selection process, |I'd like to have an
opportunity to review that before we get into the process of
actual ly adopting sonething with regard to the criteria, both as
to the conposition and as to the sel ection process.

| can say, having been through sone previous



negotiations with regard to the electrical industry, I'mvery and
amazed, very honestly, to see how they have cone to this point.
As M. Freeman said it was a lot of hard work. And |I'msure, as
the trustee of the matter, he had a lot to do with the direction
and sort of feeding the people together and maki ng t hem work
together. That's what it takes to nmake one of those things work.

But | would Iike to have an opportunity to at |east,
with a fresh eye, take a look at it and review it before we nake
any decisions on it.

CHAIRMAN ANDERSON: Assenbl ywoman Martinez?

ASSEMBLYWOMAN MARTINEZ: Thank you. It was ny
understanding that initially there was a proposal to put in a
tenporary board, which pretty nmuch | ooked |ike the TAC, only for
deadlines. And that was not sonething that I was wholly

supportive because | think the initial proposal was to do that for

one year.
CHAIRMAN ANDERSON: Yes.
ASSEMBLYWOMAN MARTINEZ: And that's why | would |ike
to have seen it done in 90 days. |If the Board however, the

Oversi ght Board, decides that we ought to just nove into --
CHAIRMAN ANDERSON: A per manent board.
ASSEMBLYWOMAN MARTINEZ: -- creating a pernmanent

structure, | certainly wouldn't have any problens with that. |

woul d think that what we would do in conjunction with that is



imediately file with FERC our plans to do just that to keep their
spot open at the table, if you will, for the filing and to ask
FERC to allow the 1SO once it is conpletely appointed, to file.
| think that woul d be inportant.

In addition to that, | do think that the residential
class needs to be, as | ook at all of the people that, or the
cl asses that are avail able and the appointees to those cl asses, we
have upwards of five and four people representing individua

cl asses and yet your residential was held at, you know, a fairly

| ow nunber. | think that we ought to take serious thought about
increasing the residential class. | don't think that would hurt
us at all.
CHAIRMAN ANDERSON: Increasing it to what nunber?
ASSEMBLYWOMAN MARTINEZ: | think probably as | arge
as the largest class represented. If you |look at -- we are al
residential users. | would think that we would want to have at

| east representation as high as the | argest class represented.

CHAIRMAN ANDERSON: Wul d you take them out of the
at-|arge group?

ASSEMBLYWOMAN MARTINEZ: | don't know. | didn't
really think that out yet.

CHAIRMAN ANDERSON: Yes. kay, all right.

M. Rozsa.

MR. ROZSA: Thank you, M. Anderson.



| see that there are four issues here. One is the
conposition of the Board, one is the terns of the Board, another
is the manner of selection of the Board, and then the issue of
whet her or not to have a short-term board.

It seens reasonable to take a | ook at the conposition
that's been proposed and honor it once we're confortable with
that. As to the terns it seens like -- | don't renenber whether
there's been -- correct me if I'"'mwong. | don't believe that the
ternms have been di scussed here except in the testinony of a few
W tnesses as to various terns.

The manner of selection: The self-selection node runs
contrary to AB 1890's provisions which provides for the Oversight
Board to nmake all selections. And we need to deal with that
particul ar issue.

CHAIRMAN ANDERSON: What are you suggesting as to
terns?

MR. ROZSA: Actually I"'mnot famliar with what the
trustee's proposal is on this.

CHAIRMAN ANDERSON: Two years.

MR. ROZSA: Is it two years?

MR. FREEMAN: | don't know that we nade a specific
nunber of years, that we just advanced the thought that the group
that's there, that served usefully during this interimperiod, and

that --



MR. ROZSA: Al right. So you haven't addressed that
i ssue?

MR. FREEMAN: Vell, we really didn't cone down on the
term

MR. ROZSA: | think M. Day's remarks about continuity
have sone nmerit. And a mninumof two years certainly would be
inmportant. And I'd be open to nore than two actually.

As far as the short-termboard, | don't think that we
need to take that up right now.

MR. SALTMARSH: | believe that the current state of
t he Byl aws' proposal would have three-year terns for governors as
st aggered terns.

ASSEMBLYWOMAN MARTINEZ: Do we really want to turn
over the entire board at one tine?

MR. PUGH: No.

MR. COLEMAN: St agger ed.

MR. PUGH: St agger ed.

CHAIRMAN ANDERSON: St agger ed.

MR. ROZSA: Ri ght, staggered terns.

ASSEMBLYWOMAN MARTINEZ: They' d be staggered, right?

MR. PUGH: Yeah.

ASSEMBLYWOMAN MARTINEZ: But staggered through a
three year -- to a three year proposal would be --

MR. COLEMAN: W' d probably have to start with the



initial board being appointed for ternms of one, two and three
years, |'d suggest.

ASSEMBLYWOMAN MARTINEZ: Ri ght.

CHAIRMAN ANDERSON: Yeah.

MR. COLEMAN: Turn over a third of the board each

CHAIRMAN ANDERSON: Shoul d we issue a directive to
the staff and the parties involved that we direct the staff to
issue an order for the parties to file nanmes of nom nees by March
21st?

MR. PUGH: Vell, we can't very well do nom nees unti
we determ ne what classes we're going to use, and whether we
accept the classes, as designated by the filings, as of right now

CHAIRMAN ANDERSON: Al right.

ASSEMBLYWOMAN MARTINEZ: But actually they could if
they prioritize their nomnees. So understanding that they may or
may not -- oh, | see under what classes, you're saying.

MR. PUGH: Yes. But if you don't have the --

ASSEMBLYWOMAN MARTINEZ: M/ guess is they have a
pretty good feel for who they would nom nate under, you know, a
nunber of different scenarios and classes. | nean, | don't know
that that woul d be onerous for them

l"msure that all the parties have given that

consi derabl e thought. So they mght be able to do it under a



nunber of different scenarios and then prioritize.

MR. PUGH: They coul d probably give us the nanes of
t he people that they would nom nate to be on the |1 SO and the PX,
identifying with those nanmes, the particul ar background they have,
t he agencies they represent, the areas in which they are.

And then if we adopt that classifications, then we
nerely fit themin the slots. If we change the classifications,
they may drop in sone other slots.

ASSEMBLYWOMAN MARTINEZ: It mght nake sense to do
that just so that we start to digest that information

MR. PUGH: Yes, it's probably a good idea.

CHAIRMAN ANDERSON: Vell, let's take up the
conposition and cl assifications.

MR. PUGH: Vell, M. Chairman, I'mnot sure |'mready
to discuss the conposition until | read the Bylaws carefully as to
how t hey are adapted to that particul ar class.

| nean you' ve got a conposition to chart, which
identifies certain categories.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: But the Bylaws are going to flush out what
those categories nean with regard to who they are. And | think
that, you know, that's going -- if you dovetail the two together
you're going to find out whether or not you feel that you've

adequately covered all the people that are there in the right



proportion. I'mnot sure we can, you know, address that issue
directly without dovetailing into the Byl awns.

MR. ROZSA: M. Chairnman?

CHAIRMAN ANDERSON: Yes.

MR. ROZSA: Wuld it be appropriate to put off the
consi deration of the structure of the conposition until our next
neeting, but direct parties to go ahead and nmake nom nations --

CHAIRMAN ANDERSON: Yes.

MR. ROZSA: -- on the --

CHAIRMAN ANDERSON: Yes.

MR. ROZSA: -- expectation that this mght be the

i kely structure?

ASSEMBLYWOMAN MARTINEZ: It won't vary nmuch fromit
anyway.

MR. PUGH: No. | know !l don't think it wll. I'"mnot
sure it will at all, but I want to have an opportunity to take a

look at it. And we're neeting again on the 19th, which is only,
you know, five days away.

So if we put those two factors off and have the
nomnations in fromthe different areas as to who they think ought
to fit those slots, then we should be able to cover a | ot of
ground at one tine.

CHAIRMAN ANDERSON: VWll, would it inpose a hardship

to require the nomnees to be placed in nomnation by the 19th?



MR. PUGH: Has anybody in the audi ence got a probl em
with that?

[ No response. ]

MR. PUGH: | don't see anybody scream ng

CHAIRMAN ANDERSON: At which time we'll have a chance
to reviewthe Bylaws. Both M. Col eman and M. Pugh have al |l uded
to that review

And so | woul d suggest for consideration that we have
the various entities place in nomnation, by the 19th, their
nom nees, and that we neet on the 19th to consider the cl asses.

And then on the 27th we consider the nom nees, including
M. Freeman's suggestion. Gkay? Al right.

MR. SALTMARSH: M. Chairman, if the Board is
di sposed to direct an order soliciting nom nees, based on what we
have antici pated, you may want at the tinme you' re considering
actual nom nations, | would suggest, so that it be a one-step
process related to these nanes, that the order ask the nom nating
party to explain both the selection nmechanismthat resulted in the
nom nee, so that you can see the extent to which it's consistent
wi th or anal ogous to those proposed for broad-class participation,
that it has the endorsenent of a class. And also that the order
direct that, for nom nees presented, there be sone description of
the qualification or experience of those --

CHAIRMAN ANDERSON: Yeah, yeah.



MR. SALTMARSH: -- nom nees which | had anti ci pat ed
you woul d probably be looking at in terns of ratifying those
peopl e once the nom nati ons cone forward.

MR. PUGH: | was going to go a little further, Eric
because | would also like not only that but the background with
regard to the entity to which they belong or a party to, as to
what type of an entity it is, what connections it may have to
other entities, if it's a subsidiary, if it's an armof, or
sonet hing of that vein, so we know where the loop is as to what
that person's representing in the full picture.

ASSEMBLYWOMAN MARTINEZ: It's a good idea.

MR. SALTMARSH: Are you referring to the direct
connection that individual has with a narket participant or --

MR. PUGH: Vel |, they're obviously going -- nost often
they're a consultant or they're working for an entity, and that
entity may be an armof another entity.

MR. SALTMARSH: Ckay.

MR. PUGH: And | think we need to know t hat.

CHAIRMAN ANDERSON: Ckay. WIIl counsel -- Eric --
restate the requirenent?

MR. PUGH: W need a formal notion to go through all
that, Eric?

MR. SALTMARSH: If I understand the notion, as it

woul d be put forward at this point, it would be a notion directing



staff to issue an order fromthe Board directing parties w shing
to make nom nations for the eventual governing boards to submt
t hose nom nations prior to an upcom ng neeting on the 19th.

And that such nom nations should identify individuals
proposed for appointnment to represent classes, the qualifications
of those individuals to serve as a governor, a description of the
sel ection nmechanismused to identify that individual as
appropriate to represent a class, and obviously the class whom
that individual would represent, and the nature of any affiliation
of that nomnee to a participant in the marketplace, including the
rel ationship of that participant to other market entities.

CHAIRMAN ANDERSON: So nove?

MR. COLEMAN: Second.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: So order ed.

ASSEMBLYWOMAN MARTINEZ: M. Chairman would we al so
be directing staff to file with FERC and | et them know that we
woul d |I'i ke an opportunity for 1SO once it's appointed, to stil
be able to file, notwithstanding, its 31st deadline and explain
what our -- where we are in this process to FERC so that they
all ow -- keep the door open for the | SO?

MR. PUGH: That's assum ng we woul dn't be able to make

a May 15 deadline filing?



ASSEMBLYWOMAN MARTINEZ: Vell, the first deadline is
t he 31st.

MR. PUGH: Vel |, | understand, but you get a response
that could be done by May 15; is that right, M. Freeman?

[ No audi bl e response. ]

MR. PUGH: And if the trustee is filing in the nanme of
the 1SO, then the formul ated | SO woul d have an opportunity to
respond at that point.

ASSEMBLYWOMAN MARTINEZ: Wiy woul d we have the
trustee file in the nane of the ISOif we know we're going to have
an 1SO? Wuldn't it be nore appropriate --

MR. PUGH: Vel |, because we have to nake the 31st.

W' re not going to have an | SO by t hen.

ASSEMBLYWOMAN MARTINEZ: Wll, that's why the
letter. The letter would lead and tell the FERC that we are in
the process of appointing the I SO and would |ike that door |eft
open for them | believe the order contenplated that |SO woul d be
a separate body --

MR. PUGH: Yes, well it has -- well --

ASSEMBLYWOMAN MARTINEZ: -- fromthe trustee.

MR. PUGH: Right. But I'mlooking --

ASSEMBLYWOMAN MARTINEZ: And therefore --

MR. PUGH: It has its right. To ne it still has the
right by May 15 to nmake the filing as the | SO



ASSEMBLYWOMAN MARTINEZ: Maybe counsel can hel p us
on that.

MR. SALTMARSH: Under ny understandi ng of the FERC
procedures, once the filings go in on March 31st, by the parties,
there will be a broad right of interested entities to conment.
That woul d be over a one-nonth period. And then there would be a
shorter one-half-nmonth period for responses to those coments.

If I understood what M. Freeman said was an option, if
| understood that correctly, it would be that should the trust
file, as a proxy to the 1SOat this tine. Then in that response
period, in the first half of May, the 1SO and PX could be the
entities who respond to coments on the trust proxy filing.

| do not think it would be a problemto preserve actua
party status for the SO and PX to be in that position. But there
m ght be a nechani cal process of ensuring that such that party
status was fornmally achi eved by the 1 SO and PX, during the
i ntervention period, which runs through into April. | think that
coul d be acconplished either by the trust or sone other way.

| think it's fair to say that FERC has expressed a very
strong desire to have the SO and PX be parties. So | think any
solicitation of party status for themwould probably be treated
favorably.

MR. PUGH: | guess ny concern on -- and | know where

you're comng from And | was trying to figure out how to get



there. But ny concern would be that if we wite to FERC and
indicate that we are in the formation process of the 1SO and they
may be maki ng an additional filing on behalf of the ISO as an
initial filing, not as a response, that that could nmean FERC t hen
won't take the trustee's filing as an active filing, --

MR. SALTMARSH: Yes, yes.

MR. PUGH: -- will delay that until we get our filing
in, which neans FERC does then allow us a response period after
that second filing goes in, which blows the 1-1-98 deadli ne.
There's no way you're going to get through FERC by then.

ASSEMBLYWOMAN MARTINEZ: So if we allow the trustee
to do that, we would still wite to FERC trying to create party
status for the SO to nmake sure that they have party status after
that filing deadline. And that would be --

MR. PUGH: | think we can do that.

ASSEMBLYWOMAN MARTINEZ: Al right.

MR. PUGH: Were we can enter a filing at the sane
time as the trustee files to maintain party status for the I SO
upon fornul ation.

ASSEMBLYWOMAN MARTINEZ: Ckay.

MR. PUGH: | don't think that -- would that be a
problem M. Freenman, that you can see?

MR. FREEMAN: | believe that our counsel is perfectly
capabl e of protecting the party status of the 1SO and PX. |If the



Oversight Board wi shes to nake some expression of support filings,
that would be a different nmatter, but | don't -- we have very
expert counsel retained. And their job is to do just what you
suggest, and | --

ASSEMBLYWOMAN MARTINEZ: Maybe you can help us find
the part in your filing that creates that party status for the |1SO
and the Power Exchange so that we can feel confortable that that's
accur at e.

MR. FREEMAN: | think that this is something our
counsel could explain to your staff. W can't just --

ASSEMBLYWOMAN MARTINEZ: Your counsel -- excuse ne,
sir --

MR. FREEMAN: -- if I mght finish. W can't create

party status. FERC does that. But we could file the papers and

make the State's -- and nake the representations --
MR. PUGH: Vel |, could counsel advise us -- | nean,
you know what we're trying to do, what the end result is. And we

don't want to end up with a filing that's going to delay the
initial filing and have FERC say, "Ch, you didn't start until
July,” and then we're off into the mddle of '98 before we can get

a FERC deci si on.
MR. FREEMAN: Vell, M. Chairman, what if we have our
counsel supply the Board with a letter in the next few days to

explain --



CHAIRMAN ANDERSON: Ckay.

MR. FREEMAN: -- how we're going to work that out

CHAIRMAN ANDERSON: Al right.

MR. PUGH: That woul d be fine.

CHAIRMAN ANDERSON: Yes. That woul d be fine.

MR. PUGH: Then we can address that again on next
Wednesday.

ASSEMBLYWOMAN MARTINEZ: The 19t h.

MR. FREEMAN: Yes. If you don't like it then you can
do sonething -

MR. PUGH: W can address it on the 19th and cl ear
t hat up.

ASSEMBLYWOMAN MARTINEZ: Right, if we can get that
information before then, and that's what we'll be addressing.

MR. ROZSA: M. Freeman, will your filing on the 31st
be maki ng representations about the Oversight Board?

MR. FREEMAN: ["mtrying to think. Indirectly, to the
extent that we will be filing an argunent advocating that FERC
reverse itself and acquiesce in the state law. If we wll be
maki ng an argunent that you and | have di scussed, that would --
not on behalf of the Oversight Board, but making the argunent
oursel ves both on behalf of what's right.

| nmean we can -- | want to be sure | answer your

question accurately. The technical answer is no. But we wll, in



effect, be making an argunment it is our responsibility under state
law to seek that FERC reverse itself and grant the state | aw on
residency requirenments and in terns of the continuing role of the
Oversi ght Board.

MR. ROZSA: Wul d you think it appropriate for
representations about the Oversight Board's function to be nmade by
the Oversight Board itself?

MR. FREEMAN: If the Oversight Board wi shes to nake a
filing on that subject, obviously it's free to do so. And perhaps
it would relieve me of the responsibility of doing it. | think
that we're trying to nmake the nost persuasive argunent that we
can. |If there are better argunments, quite frankly, just a purely
| egal tactical point of view, they mght cone better fromne in
terns of persuadi ng FERC, because you're the object of their
affection, or disaffection. And I'mtrying to persuade them
otherwise. But it's entirely up to this Board. |'mjust trying
to wn this case.

MR. PUGH: Vell, | think that your filing has to
i nclude that provision, or should include that provisioninit to
establish the law, as it was passed in California, and try to
enforce that provisions of legislation to support the Oversight
Boar d.

What we coul d possibly do beyond that point would be in

t he response period the Oversight Board prepare its own response



in support of that position, flushing out the programthat you
have.

So if we could get supplied the information that you're
going to use in your argunents on the filing, it would probably
help this Board to be able to respond to that and put in our own
response to try to tell themwe think we ought to be here I onger
than you think we ought to be here.

MR. FREEMAN: That woul d be excellent. That woul d be
excel |l ent.

MR. COLEMAN: So can that be a subject of the next
nmeet i ng?

MR. PUGH: Yeah. |If we can get -- we get the
information, can't we, M. Freeman, pretty quickly as to what your
argunments will be so we know how to flush them out from our
st andpoi nt ?

CHAIRMAN ANDERSON: M. Freeman, would your counsel
give to Eric -- coordinate with our counsel?

MR. FREEMAN: Yes, sir.

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: And | guess that at issue is not only
t he residency requirenents but what role the Oversight Board has
in the future, not only for election or appointnent or otherw se
of governors, but any other issue.

MR. FREEMAN: Yes, sir.



MR. COLEMAN: | nmean our --

MR. FREEMAN: Yes, sir. W go with the -- we have
researched this and we believe that the issue of reliability is
essentially the State of California's issue. And it's entirely
appropriate for the State of California to have an Oversi ght Board
over this newlSO It's not even in business yet. And to be sure
that it carries out its job for the issue of reliability, which is
of overriding inportance.

And if we nmake -- we intend to nake that argunent very
forcibly and very thoroughly. And | don't think that FERC really
t hought this through in its prior decision. Aso there are other
argunents that we wll nake.

It's relevant to enabling the municipal systens to get a
favorable tax ruling so that they can turn their lines over to the
| SO and maintain their tax debits. Because, if you have oversi ght
over the SO that confers a governnmental aura on the ISOthat it
woul dn't ot herwi se have and facilitates an IRS ruling. So we have
a whol e series of argunents that | don't think FERC previously
consi der ed.

ASSEMBLYWOMAN MARTINEZ: Wth regard to preserving
the party's participation in front of FERC, is it ny understanding
that you'll make the specific | anguage available to this Oversi ght
Board in terns of how you're going to do that? I1'd |like to see

t he | anguage that you're going to be proposing that preserves the



party.

MR. FREEMAN: W are going to work with your counsel
and we're going to supply the letter fromour counsel to explain
how we're going to do it. | don't try to tell the | awers exactly
what to wite.

ASSEMBLYWOMAN MARTINEZ: That's not what |'m asking
you to do, sir. I'masking if you' re going to provide the
verbi age that you will be using in that process. That's all that
' masking for. And if your staff can make that available to ne,
that would work fine -- and the rest of the Board nenbers, as
wel | .

MR. FREEMAN: Everything we have is available to you.
So exactly how the counsel is going to go about doing that, |
really don't know right now. Wether they' re going to recomend
including it in our filing, whether that's necessary. But we wl]l
di scuss this with counsel, and we will provide you a letter early
next week.

ASSEMBLYWOMAN MARTINEZ: Thank you.

CHAIRMAN ANDERSON: Is there any nore business to
cone before the Board?

DR. ROMERO: M. Chairman, |'d just |ike to address
one question to staff that you can answer now or at the next
meeting. But | think, pertinent to this possible new filing

deadline on May 15th, a responsive deadline, if the governing



boards were to file responses by May 15th, obviously substanti al,
| ess extensive than the March 31st filing, do you have a sense of
by what date they would need to be appointed? 1Is it tw weeks
before, four weeks before? And | guess both a I egal and then a
practical aspect to that.

MR. SALTMARSH: |''mnot sure that we're in a better
position to answer that than woul d be anyone el se in attendance
t oday.

As a practical matter, to have the greatest
participatory ability, the governing boards would want to be able
to not only reviewall of the filings that were nmade on their
behal f, to coment on any adjusted positions they m ght have, or
to endorse all those positions, but also to respond to any
coments that have cone in on those filings.

Those are awfully extensive filings. And | would hate
to pick a date, but would only say the earlier the better.
woul d hate to have | ess than a nunber of weeks to review those
materials and draft a responsive filing nyself.

MR. PUGH: Vell, I'd think --

MR. FREEMAN: Dr. Ronero, if | could add ny
endorsenent to that response. Wile it's technically, in ny view,
not necessary that the boards be in place on March 31st, they
could hardly persuade FERC that they had reviewed the filing if

they were in place even today.



But | think it's extrenely inportant that they be in
pl ace the earliest possible day in April. Because, in order to
ratify these filings and get some real input that will be
persuasive to FERC, they're going to need four or five weeks.

DR. ROMERO: | think, furthernore, | think that's sort
of a subtext behind your reconmmendati on of a tenporary board with
menbership fromyour existing first-year advisory counsel

MR. FREEMAN: Yes, it will be very helpful if a
majority of the board that has already done that nassive anount of
work. And | think, if I mght say so, persuasive to FERC that the
filing was, indeed, the product of the board, albeit somewhat
retroactive

MR. PUGH: | just don't follow that |ine nyself
because | believe that if you do that you' ve taken the trustee and
the TAC commttees, then you' ve adopt and say, well, now we'll
adopt themas the | SO board and that board will adopt what the
trustee and the TAC did. And then we're going to get a whol e
brand new board that's now stuck with that, w thout having had the
i nput or any say on that. |If you have just a tenporary board,
then supply a new one. | don't see any reason we can't have a new
board in place by the first week of April.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: And the filing is on the 31st of March

You're not going to get responses for a good ten days, two weeks.



So your responses will come in. They have to be responded to by
May 15. You're going to have your board in place.

And | think, very honestly, you'll still have a good
percentage of that board, if not -- although it's going to be from
out of the TAC people and those that have been there all the tine
anyway.

So you're going to have the people to be able to do it.
But now you have a fresh board that is the board that can ratify
and will have sonme validity to that ratification for the
three-year termthey' re going to be on the -- doing their job.

ASSEMBLYWOMAN MARTINEZ: | agree.

MR. FREEMAN: And so essentially it's an academ c
argunent because, as you say, the answer, the back of the book, is
that these fol ks are going nom nate nmany of the sane peopl e that
are already there. And they're good people, and | believe they'l
survive the scrutiny of the Oversight Board.

CHAIRMAN ANDERSON: Ckay.

MR. HEATH: Just one thing.

CHAIRMAN ANDERSON: Yeah.

MR. HEATH: M. Chairman, just a request of the
trustee is that we certainly want to nmake sure you have your best
people here at the hearing on the 19th, for questions fromthe
Board related to the Bylaws and Articles of Incorporation?

MR. FREEMAN: Sir, we have nothing but the best



peopl e.

MR. HEATH: Thanks very nuch, M. Freenan

Thank you, M. Chairnan.

MR. FREEMAN: Ckay. Any further business to come
before the Board?

MR. COLEMAN: No. | just have | guess one thought as
we sort of begin to think about the next neeting.

It seens to nme that if we adopt the Byl aws and appoint a
tenmporary board that, at |least at the nonent, that's the end of
the duties for this particular comm ssion. Because the Byl aws
w |l provide for continuing election of the ongoing board. |
think the Bylaws provide for this group to appoint the initial
board and that only. So we cannot seemto get away fromthis
noti on of what our duties are.

MR. PUGH: Vell, | don't think --

MR. COLEMAN: And sonehow, somnehow - -

MR. PUGH: -- | don't think we adopt the Byl aws
t hough. That's what's happeni ng.

MR. COLEMAN: | mean it is a Catch-22.

MR. PUGH: W adopt a conposition of the board which
will be reflected in the Bylaws which the SO on the Articles,
will adopt. And we will appoint the initial board. And then
think the board will adopt the Bylaws as they've been submtted.

But we have to adopt the conposition which will be that



portion of the Bylaws which relates the nature of the board and
t he sel ection process and those kinds of things. So --

MR. COLEMAN: Yes. But | nean the point is is that as
an ongoi ng conpany they --

MR. PUGH: Ch, once we've done that --

MR. COLEMAN: Once we' ve done that they're --

MR. PUGH: -- we're out of business.

MR. COLEMAN: -- we're out of business, and they're off
and running. And --

MR. PUGH: Yes and no.

MR. COLEMAN: -- I'"'mnot sure. | nean it seens to ne
that we still have this sort of notion of what this Board is
supposed to do and isn't supposed to do. W have conflicts
bet ween FERC and the enabling |egislation.

ASSEMBLYWOMAN MARTINEZ: Vel |, when we drafted the
| egislation we did envision that the Oversight Board woul d be an
ongoi ng function. In that above and beyond just voting for
appoi ntees that the Oversight Board would then al so concern itself
somewhat with disputes or appeals that were not handl ed, you know,
the other issues that were not resolved in front of the 1SO So
t here woul d be a continuing governance role for this Board. And
that was exactly what was envi sioned by 1890.

So | think that Archer's probably right. And we review

the Bylaws. But to the extent that they run afoul of |egislative



intent in 1890, we don't necessarily adopt themall, either.

MR. COLEMAN: Yes. But wait a sec. | have yet to
hear that it is the duties of this Board to adopt the Byl aws.

MR. PUGH: No.

MR. COLEMAN: So if all -- 1 nean the one thing | do
think that there is no objection upon at the nonment, other than
the residency requirenent fromFERC, is that we can appoint the
initial board, not the next board, not the follow ng board, not
any changes in nenbership in the board, not any changes in the
Byl aws, just the initial --

ASSEMBLYWOMAN MARTINEZ: It was our intent in 1890
that the Oversight Board continue to appoint or reappoint as
vacancies with -- we knew that there would be some shifts that
woul d happen. Sone groups woul d di sappear, or they woul d need
greater nmenbership. And we knew that as that happened the
Oversight Board would continue to | ook at bal ancing the | SO board
and to appointing or reappointing in cases of vacanci es.

And we did envision that, in fact, if there were sone
i ssues that could not be handl ed by the I SO notw thstanding the
Byl aws that are being adopted, that those issues also would cone
before the Oversight Board. W didn't see a full-functioning
board, and we didn't see an end to it, once the | SO was created.

MR. COLEMAN: Ckay. | guess it would be -- it mght

be helpful to ne, and | don't knowif it would be for other Board



menbers if we could get your able counsel, M. Freeman, to point
out to us where the Bylaws are in conflict with AB 1890.

MR. PUGH: | don't think they are.

ASSEMBLYWOMAN MARTINEZ: Wl |, they don't think they
are.

MR. PUGH: | don't think they are at this stage.

MR. COLEMAN: Ckay. If they're not, that's fine with

ASSEMBLYWOMAN MARTINEZ: But the issue that is --

MR. PUGH: | think the --

ASSEMBLYWOMAN MARTINEZ: -- different fromthat is
whet her or not --

MR. COLEMAN: But | do not believe those Byl aws
provide for this Board to appoi nt subsequent governors, for
i nst ance.

MR. PUGH: They may not, but what there is though and
what - -

ASSEMBLYWOMAN MARTINEZ: If they don't, then they
woul d be running afoul of what we intended in 1890.

MR. PUGH: Yes, right. There's another area which |
haven't read the bylaws, and that's why | got it. It's what you
have to go through, and that's the area --

MR. COLEMAN: | just read one page. That's ny

probl em



ASSEMBLYWOMAN MARTINEZ: I'mwith Archer. W're
going to do our study session.

MR. PUGH: Vel |, the area conposition, because | would
say that if time progresses and it's determned that the
conposition doesn't work and sonme areas drop out or don't fulfill,
that this body is the body that can nodify or change the
conposition of the menbers of the board. And that we don't shift
that duty off to the ISOor to the PX. | think that obligation
remains with this body as to what is the conposition of that board
and how it's conposed and the cl asses therein.

MR. COLEMAN: Ckay. | nmean | think to the extent that
the Bylaws may be in conflict with that, somebody needs to explain
to us why or what we ought to do about it or what the
recomrendation is.

CHAIRMAN ANDERSON: M. Freeman?

MR. FREEMAN: Per haps this would be hel pful, M.

Col eman. | understand your dilemma. But it strikes ne that if
you appoint the initial -- decide on the conposition and appoi nt
the initial board nmenbers, that during 1997 these entities are not
i n business yet.

There wll be no appeals or anything. The real work
that's contenpl ated for the Oversight Board begins only January 1,
1998. And by then this business of what the lawreally is, what

FERC approves or disapproves will be deci ded.



FERC will review our filings during '97, before January
1. And that's part of the reason why | thought an appoi nt nent of
board menbers for the rest of '97 would be appropriate. Because,
by January 1, this Oversight Board hopefully will have the clear
authority to have a continuing role. And what role you have in
reappoi ntnments will be clarified. And that was just the symetry
of the thought. Because there will be no issues in '97 com ng up
in ternms of appeals or rates or things |like that, because they're
not in business yet.

ASSEMBLYWOMAN MARTINEZ: Vll, we don't actually
know what's going to happen. But | think | do know that, wth
regard to FERC and FERC s opinions, there are | awers, really good
| awyers, who di sagree about whether or not, you know, what FERC s
jurisdictionis here in California, as it relates to the work that

we did in 1890.

And, you know, part of the work of this Board ought to
be to continue to advocate for those things that we' ve set forward
in 1890, including the rights that were created for this Board
under 1890.

So | don't think that there will -- | think there wll
be plenty to do. And | think that there will be plenty for us to
do with regard to our interaction with FERC

So | don't believe we appoint the | SO and then becone

dormant until a later period. | think counsel m ght know t hat



there are sone differences between our interpretation of how we
form 1890 and FERC s, if we have jurisdiction.

MR. SALTMARSH: Wthout going into a | engthy
jurisdictional argunent as to trying to opine on how well reasoned
t he FERC opi nion was on the extent of the preenption of the
Federal Power Act, AB 1890 provisions related to the Oversight
Board gives the Oversight Board three, and by inplication, and
per haps as many as five ongoi ng rol es.

The first of those is to oversee the operations of the
| SO and the Power Exchange. That role, Subsection (a) of Section
335 of the Public Wilities Code, was conpletely unaddressed, as
far as | can tell, in the FERC decision

The third, Subsection (c), was to serve as an appell ate
body for actions of the governing board of the 1SO That was
obvi ousl y di sapproved by FERC.

And there is a question |I'll speak to in a nonent as to
the State of California lawin the face of that disapproval

The ot her function, of which you are well aware, is that
the Oversight Board was to determ ne the conposition in terns of
servi ce and appoint the nenbers of these two governi ng boards.

The appoi ntnent of nenbers on the reading of the
| anguage of the statute would appear to contenplate a role in
ongoing filling of vacancies on these boards, whether by de novo

appoi ntnent or sone ratification.



By inplication it could be argued that with the role
given to the Oversight Board to determ ne the conposition in terns
of service, that changes in the conposition in terns of service
m ght require sone ratification by the Oversight Board.

The advice that | believe |I've given to each of the
Board nenbers individually and will share with the audi ence here,
is that the Oversight Board neets the definition of a state agency
within the CGovernnent Code.

That w thout having to argue the validity of FERC s
ruling on the Federal Power Act, there is rather clear guidance in
California controlling law as to what a state agency i s supposed
to do when faced with a question of federal preenption. That
appears in Article 3, Section 3.5 of the California Constitution,
whi ch prohibits a state agency fromdeclining to enforce or carry
out the provisions of a California statute on the grounds that it
conflicts with federal |aw unless a Court of Appeals so rules.

So the agencies of the State of California do not have
the ability to acqui esce to a FERC opinion that the Federal Power
Act was preenptive.

Wth that in mnd, and without necessarily trying to
of fend the FERC, the Oversight Board then will be bound to nake
deci sions that are consistent with all of the statutory provisions
in 1890, absent a |legislative change of those provisions or a

court ruling that sone of themare, in fact, preenptive.



ASSEMBLYWOMAN MARTINEZ: Thank you.

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: Yes. | guess there's just one other
thing. M. Freeman, nmaybe when we reconvene, you could give sone
t hought to what happens January 1, 1998 when the board, the
tenmporary board, if that's the way we go, resigns and a new board
i s appoi nt ed.

| guess what |I'magetting at is | find your suggestion
fairly attractive for a whole bunch of practical reasons. But I
don't know if it just delays the inevitable.

So it would be interesting to hear fromyou, after
you' ve had a chance to think about it, would you expect this group
to continue to appoint board nenmbers? Wuld you go with the
Byl aws and have them el ected by the various cl asses?

| think this governance issue surrounding the Board is
i nportant when we consider whether or not we're appointing a
per manent governi ng board or a tenporary one.

MR. FREEMAN: ["Il certainly think about it some nore

The thought |I had at the tinme | nmade the suggestion is
that it would just sinply, if you honor the views of the various
classes at all, it would give those classes a chance to nake a --
to review the performance of their representative and either
re-recomend them or recommend soneone el se.

| nean it wasn't so nuch that there was a tenporary



board, but rather that that would be in tine for this Board to
assert itself with the benefit of sonme experience and put its --
and then award a longer termto the nmenbers. 1t's as though you
had soneone do a trial period as a new enpl oyee. That was the
thought. But we'll think about a few things.

MR. COLEMAN: Thank you.

CHAIRMAN ANDERSON: Entertain a notion to adjourn?

WIl we adjourn to the 19th of March at 10:00 a. m
agai n?

MR. COLEMAN: That's correct.

MR. PUGH: Yes.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: Meet i ng adj our ned.

[ Meeting adjourned at 12:30 p. m]
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